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Purpose. This compilation of briefings on legislative interim committee meetings and other meetings and topics of
interest to the lowa General Assembly, written by the Legal Services Division staff of the nonpartisan Legislative Services
Agency, describes committee activities or topics. The briefings were originally distributed in the lowa Legislative Interim
Calendar and Briefing. Official minutes, reports, and other detailed information concerning the committee or topic
addressed by a briefing can be obtained from the committee’s Internet page listed above, from the lowa General
Assembly's Internet page at https:.//www.leqgis.iowa.qov/, or from the agency connected with the meeting or topic
described.

LEGISLATIVE TAX EXPENDITURE COMMITTEE
November 18, 2015
Co-chairperson: Senator Joe Bolkcom
Co-chairperson: Representative Tom Sands

Overview. In 2010, lowa Acts, ch. 1138 (SF2380), established the Legislative Tax Expenditure Committee under lowa
Code §§2.45(5) and 2.48. The committee is required to conduct regular reviews of all tax credit, withholding credit, and
revenue division programs. The committee may review any tax expenditure at any time but is required to review
specific tax expenditures during specified years. In 2015, the committee is required to review the agricultural assets
transfer tax credit, the custom farming contract tax credit, the claim of right tax credit, the S corporation apportionment
tax credit, the lowa alternative minimum tax credit, the assistive device corporate tax credit, the charitable conservation
contribution tax credit, the fuel tax credit, and the new jobs tax credit.

Overview of Franchise Tax and Moneys and Credits Tax. Dr. Amy Rehder Harris, Administrator and Chief
Economist, Tax Research and Program Analysis Section, lowa Department of Revenue (IDR) presented an overview of
the franchise tax imposed on financial institutions and the moneys and credits tax imposed on credit unions. The
franchise tax is imposed at a flat rate of 5 percent on the “net income” of financial institutions in lowa. Net income is
measured similarly to the corporation income tax, with one notable difference being that the franchise tax net income
includes earnings on all government securities. S corporations are subject to the franchise tax at the entity level, but
lowa provides a franchise tax credit to shareholders to avoid double taxation. There are 13 tax credits available against
the franchise tax.

The moneys and credits tax is imposed on credit unions at the rate of one-half cent on each dollar of a credit union’s
required legal and special reserves less an annual $40,000 exemption amount. The tax is imposed by the county board
of supervisors and collected by the county treasurer. Proceeds are shared between cities, counties, and the state
according to a statutory formula and depending on the location of the credit union. There are nine tax credits available
against the moneys and credits tax.

Dr. Harris provided a hypothetical comparison of the two taxes and provided data on the number of entities paying the
taxes, annual tax revenues, and tax credit claims by amount and type.

Agricultural Assets Transfer Tax Credit and Custom Farming Contract Tax Credit. Ms. Lori Beary, Community
Development Director, lowa Finance Authority (IFA), provided background information on the agricultural assets transfer
tax credit and the custom farming contract tax credit, which together comprise the Beginning Farmer Tax Credit
Program administered the lowa Agricultural Development Authority (IADA), a division of IFA. Both credits are
nonrefundable but may be carried forward for up to 10 years. IFA may not issue more than $12 million in total credits
each year under the program, and may not issue more than $50,000 per taxpayer, per credit.

The agricultural assets transfer tax credit is available to owners of agricultural assets (land, equipment, breeding
1



https://www.legis.iowa.gov/
https://www.legis.iowa.gov/committees/committee?ga=86&groupID=594

livestock) who lease those assets to qualified beginning farmers. Ms. Beary outlined the age, residency, ownership,
training, net worth, and other requirements to qualify as a beginning farmer under the credit, and the requirements for a
lease to qualify under the credit. The credit equals 7 percent for a lease made on a cash basis and 17 percent for a
lease made on a crop share basis, with an additional percentage point available if the beginning farmer is a military
veteran. Ms. Beary explained how the tax credit is calculated for both a cash rent lease and a crop share lease.

The custom farming contract tax credit was enacted in 2013 for landowners who hire beginning farmers for custom
work. The credit equals 7 percent of the amount paid on the contract, with an additional percentage point available if
the beginning farmer is a military veteran. Ms. Beary outlined the requirements that the landowner, beginning farmer,
and contract must satisfy in order to qualify for the credit.

Ms. Beary provided data on the total number of tax credit certificates and tax credit amounts issued under the Beginning
Farmer Tax Credit Program. Additionally, she explained the 2015 marketing efforts undertaken by IFA in relation to the
program, including attendance at certain workshops and conferences, and the placement of advertisements in certain
publications.

Dr. Anthony Girardi, Senior Fiscal Policy Analyst, Tax Research and Program Analysis Section, IDR, provided
background information on the Beginning Farmer Tax Credit Program, including recent legislative changes, eligibility for
both credits under the program, and similar state and federal tax incentive programs. Dr. Girardi compared beginning
farmers and established farmers on a range of topics including farm type, farm production, federal payments received,
farm income, major occupation, length of experience, age, and farm net worth. He provided data on tax credit awards
and claims by year for each tax credit and for the entire Beginning Farmer Tax Credit Program. Additionally, Dr. Girardi
analyzed projects (leases and contracts) under the program per beginning farmer and per land owner, and also
analyzed agricultural assets transfer tax credit leases by county and acre, as a percentage of harvested cropland per
county, and as a percentage of tenant-operated acres by county. He also provided data on annual agricultural asset
transfer tax credit lease income, and data to demonstrate how tax credit amounts are related to crop yields and prices.
Finally, the three different types of agricultural asset transfer tax credit leases (cash rent, crop share, hybrid) were
analyzed according to number, acreage, and percentage by county.

Charitable Conservation Contribution Tax Credit. Mr. John Good, Fiscal Policy Analyst, Tax Research and Program
Analysis Section, IDR, presented a report on the charitable conservation contribution (CCC) tax credit available against
the individual and corporate income tax for certain qualifying contributions to conservation organizations in the form of
conservation easements, bargain sales of land, or easement bargain sales. The credit is equal to 50 percent of the fair
market value of the qualifying donated property, not to exceed $100,000 per taxpayer, per contribution. The tax credit is
nonrefundable and nontransferable, but may be carried forward for up to 20 years. Amounts not qualifying for the tax
credit may be claimed as an itemized charitable deduction. Mr. Good compared lowa’s CCC tax credit to similar CCC
tax credits in other states and to similar federal tax incentives. He also provided data on donations by county and
donee organization. The tax credits were analyzed according to year, household adjusted gross income, claimant’s age
and residency, number, amount, and the timing of the claims. Mr. Good further analyzed the tax credit's cost to the
state of lowa and its usage in relation to all similar donations. Finally, Mr. Good discussed some conclusions from his
analysis, notably that donations are clustered in geologically significant areas of the state, that claimants tend to be
older, higher income individuals, that over 80 percent of claimants are lowa residents, and that the 20-year carryforward
appears to be sufficient for most claimants to fully utilize the credit.

New Jobs Tax Credit. Mr. Zhong Jin, Senior Fiscal Policy Analyst, Tax Research and Program Analysis Section, IDR,
presented background information and statistical analysis on the new jobs tax credit. The new jobs tax credit was
originally enacted in 1985 and is available against the individual or corporate income tax for taxpayers who enter into an
Industrial New Jobs Training Program contract with an lowa community college and who create jobs above a certain
base employment level. The tax credit equals 6 percent of the taxable wages of each created job, not to exceed the
qualifying taxable wage for unemployment purposes ($27,300 in 2015). The tax credit is nonrefundable and
nontransferable but may be carried forward for up to 10 years. Mr. Jin analyzed the number and amount of tax credit
claims by tax year and tax type, and compared the new jobs tax credit claims to investment tax credit claims. The
investment tax credit is a different tax credit available under the High Quality Jobs Program, which is a highly utilized job
creation program administered by the Economic Development Authority (EDA).

Mr. Jin used data gathered from the Industrial New Jobs Training Program database maintained by EDA to categorize
tax credits according to their association with each community college and the industry within which each claiming
business operates. He used this database and lowa Workforce Development unemployment insurance payment data
to present three different estimates of jobs created from the new jobs tax credit. Mr. Jin compared business growth
rates of Industrial New Jobs Training Program participants with and without new jobs tax credit claims. Finally, he
highlighted that on average only one-third of businesses eligible to claim the new jobs tax credit actually do so.

Mr. Tim Whipple, General Counsel, EDA, spoke briefly on the new jobs tax credit and EDA’s relationship to the credit.
EDA neither awards new jobs tax credits nor administers the associated Industrial New Jobs Training Program, but it
does play a limited role in reviewing the program. Mr. Whipple expressed support for a legislative review of the new
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jobs tax credit, especially given its 30-year existence, and stressed that such a review should be done in the context of
all the state’s current job creation programs. He noted that in recent years many tax incentives for job creation have
been consolidated within EDA in an effort to increase effectiveness and efficiency, and reduce duplication.

Assistive Device Corporate Tax Credit. Mr. Whipple additionally provided a brief background of the assistive device
corporate tax credit, which is equal to 50 percent of the first $5,000 expended by a corporation for obtaining assistive
device technology to aid an employee who is an individual with a disability. The tax credit is awarded by EDA. Mr.
Whipple noted that the tax credit was originally available under both the individual and corporate income taxes. Both
credits were repealed by the General Assembly in 2009 (see 2009 lowa Acts, ch. 179, §§134, 151), but the Governor
item vetoed the repeal of the corporate tax credit. Mr. Whipple stated that the corporate tax credit has never been
claimed.

lowa Alternative Minimum Tax Credit. Ms. Angela Gullickson, Senior Fiscal Policy Analyst, Tax Research and
Program Analysis Section, IDR, presented a report on the lowa alternative minimum tax (AMT) credit available against
individual, corporate, and franchise taxes, and equal to the amount of lowa AMT paid by the taxpayer in previous years.
In order to claim the AMT credit the taxpayer must not owe AMT in that same tax year. The AMT credit is
nonrefundable and may be carried forward indefinitely. Ms. Gullickson gave a brief background of the lowa AMT and
the federal AMT and AMT credit and then reviewed how the AMT and AMT credit is imposed or offered in other states.
She also analyzed the amounts of AMT paid and AMT credits claimed by year and tax type, and categorized the
percentage of total individual taxpayers paying AMT or claiming the AMT credit by adjusted gross income.

Claim of Right Tax Credit. Ms. Gullickson additionally presented a report on the claim of right tax credit, available to
individual taxpayers who are required to repay income in the current tax year that was reported and taxed on a prior
lowa tax return. The credit is equal to the amount of tax paid on the repaid income and is refundable and
nontransferable. Alternatively, a taxpayer may deduct the repaid income from lowa net income. Ms. Gullickson
provided background on the federal claim of right tax credit and similar tax credits in other states. She analyzed the tax
credit and alternative tax deduction according to year, number of claims, amount claimed, and average claim.

S Corporation Apportionment Tax Credit. Dr. Harris presented a report on the S corporation apportionment tax
credit available to individual taxpayers who are shareholders of an S corporation that conducts business in lowa and
other states. In lieu of including all the S corporation income in net income and then claiming the out-of-state tax credit
for taxes paid on that income to other states, S corporation shareholders may apportion the relevant income in the same
manner as C corporations do under the corporation income tax. The S corporation apportionment tax credit equals the
amount of total income tax attributable to S corporation income earned outside of lowa.

Dr. Harris outlined some of the benefits of the S corporation apportionment tax credit and discussed how other states
apportion income from pass-through business entities. She provided data by year on the number of tax credit claims
made, the total amount of tax credits available and claimed, the average tax credit claim, and the percentage of
available tax credits claimed. She also provided data on the household adjusted gross income distribution for all
taxpayers versus claimants of the S corporation apportionment tax credit.

Fuel Tax Credit. Ms. Gullickson provided a report on the fuel tax credit available against the individual and income
taxes equal to the amount of lowa fuel tax paid relating to purchases for tax-exempt off-road uses. The tax credit is
refundable and nontransferable. Ms. Gullickson examined how neighboring states handle the overpayment of fuel
taxes, described the requirements for claiming the tax credit and the manner in which it is claimed, and provided data by
year on the number of fuel tax credit claims, the total amount of fuel tax credits claimed, and the average fuel tax credit
claim.

Committee Discussion and Public Comment. The committee briefly discussed the presentations made during the
meeting. During the public comment period, several members of the public from both the banking community and the
credit union community expressed views on the franchise tax and the moneys and credits tax, including but not limited
to views on the differences between the two taxes. A member of the conservation community also addressed the
committee to voice support for the charitable conservation contribution tax credit.

LSA Contacts: Mike Mertens, Legal Services, (515) 281-3444; Doug Adkisson, Legal Services, (515) 281-3884; Michael
Duster, Legal Services, (515) 281-4800.
Internet Site: https://www.legis.iowa.gov/committees/committee?ga=86&grouplD=594
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